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NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Theodore |. Bender, 404-841-3131
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B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whosc opinion is contained in this Report*
Windham Brannon, P.C.
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*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
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OATH OR AFFIRMATION

I, '1heod0rc_]. Bender, 111 , swear {or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Croft & Bender, LLC Cas
of December 31 | 2006 , are true and correct. | further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:
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Mdtary Public

This report ** contains {check all applicable boxes):

B (a) Facing Page.

El (b) Statement of Financial Condition.

B (¢) Statement of Income (Loss).

B (d) Statement of Changes in Financial Condition.

B (e) Statement of Changes in Stockholders® Equity or Partners’ or Sele Proprictors’ Capital.

O (1) Statement of Changes in Liabilitics Subordinated to Claims of Creditors.

[ (g) Computation of Net Capital.

Bl (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

B (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

B () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financiat Condition with respect to methods of
conselidation.

Kl () An Oath or Affirmation.

[0 (m) A copy of the SIPC Supplemental Report.

(n} A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

** Cap conditions of confidential ireatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS’ REPORT

To The Membets of
Croft & Bender LI.C

We have audited the accompanying statements of financial condition of Croft & Bender
LLC (a Georgia limited liability company) as of December 31, 2006 and 2005, and the related
statements of income, changes in members’ equity, and cash flows for the years ended
December 31, 2006 and 2005, that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the tesponsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In out opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Croft & Bender LLC as of December 31, 2006 and 2005, and

the results of its operations and its cash flows for the years ended December 31, 2006 and 2005,
in conformity with accounting principles generally accepted in the United States.

Certified Public Accountants

January 22, 2007

1355 PEACHTREE STREET, N.E., SUITE 200, ATLANTA, GEORGIA 30309-3230
Phone 404-898-2000, Facsimile 404-898-2010 www.windhambrannon.com




CROFT & BENDER 1LLC

STATEMENTS OF FINANCIAL CONDITION
December 31, 2006 and 2005

ASSETS

CURRENT ASSETS:
Cash 967,131 508,028
Accounts receivable 402,312 33,547
Reimbursable expenses receivable 21,303 18,790
Due from related party 6,450 67,630

Total Current Assets 1,397,196 627,995
INVESTMENTS 336,219 30,348

FURNISHINGS AND EQUIPMENT, less
accumulated depreciation of $275,418 in 2006 and
$265,919 in 2005 97,306 67,341

OTHER ASSETS:
Notes receivable 31,113 -
Security deposits and other assets 6,602 6,602

Total Other Assets 37,715 6,602

Total Assets 1,868,436 732,286

LIABILITIES AND MEMBERS' EQUITY

CURRENT LIABILITIES:
Accounts payable 42,521

Total Current Liabilities 42,521

ACCRUED COMPENSATION 249,969

MEMBERS' EQUITY:
Members' capital 40,000 40,000

Retained earnings 1,590,647 710,516
Unrealized loss on investment securities (54,701) (64,103)

Total Members' Equity 1,575,946 686,413

Total Liabilides and Members' Equity $ 1,868,436 $ 732,286

The accompanying notes are an integtal part of these financial statements.
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CROFT & BENDER LLC

STATEMENTS OF INCOME

For The Years Ended December 31, 2006 and 2005

REVENUES:
Merger and acquisition fees
Private placement fees

Financial advisory fees and other income

Management fees, net
Gain on sale of investment

Total Revenue

OPERATING EXPENSES:
Salary and benefits expense
Office expense
Professional fees
Occupancy expense
Business development expense
Other operating expenses
Bad debt expense
Depreciation

Total Operaring Expenses

Operating Income

OTHER INCOME
Intetest income

NET INCOME

2006 005
$ 4143126 $ 2,703,191
785,582 364,000
112,000 306,805
611,375 282,068
138,953 _
5,791,036 3,656,064
3,150,185 1,834,460
257,122 164,578
275,282 143,426
94.774 114,215
80,628 42,799
66,450 42,191
5,591 30,300
9,499 7.172
3,939,531 2,379,141
1,851,505 1,276,923
28,626 16,978

$ 1,880,131

$ 1,293,901

The accompanying notes are an integral part of these financial statements.
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CROFT & BENDER LLC

STATEMENTS OF CHANGES IN MEMBERS' EQUITY
For The Years Ended December 31, 2006 and 2005

Accumulated
J Other Total
Members' Retained  Comprehensive  Members'
Capital Earnings Income Equity
BALANCE, December 31, 2004 $ 40,000 $ 316,615 $ 5298 § 361,913
Comprehensive Income:
Net income - 1,293,901 - 1,293,901
Other comprehensive income -
Change in unrealized gains
(losses) on investment
securities - - (69,401) 69,401
Total Comprehensive
Income 1,224,500
Distributions to membets - (900,000) - {900,000
BALANCE, December 31, 2005 § 40000 § 710,516 % (64,103) $ 686,413
Comprehensive Income:
Net income - 1,880,131 - 1,880,131
Other comprehensive income -
Change in unrealized
gain on investment secutities - - 398,324 398,324
Realized gain on sale of
Investment securities - - (138,953) (138,953)
Change in deferred
compensation related to
investment securities - - (249,969) (249,969)
Total Comprehensive
Income 1,889,533
Distributions to members - (1,000,000 - (1,000,000)
BALANCE, December 31, 2006 $ 40,000 $ 1,590,647 % (54,701) § 1,575,946

The accompanying notes are an integral part of these financial statements.
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CROFT 8 BENDER LLC

STATEMENTS OF CASH FLOWS
For The Years Ended December 31, 2006 and 2005

2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 1,880,131 $1,293901
Adjustments to reconcile net income to net cash provided by
operating activities:

Depreciation 9,499 7,172
Common stock received for fee payment (46,500) -
Business development expense 9,882 -
Bad debt expense 5,59 30,300
Changes in:
Accounts receivable {(415,351) {21,993)
Retainer fees receivable - © 15,000
Reimbursable expenses receivable (2,513) 18,510
Due from related party 61,180 (67,630)
Accounts payable (3,352 37,763
Net Cash Provided By Operating Activities 1,498,567 1,313,023

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of furnishings and equipment (39,404 (23,784)

CASH FLOWS FROM FINANCING ACTIVITIES:

Distributions to members (1,000,000) (900,000
NET INCREASE IN CASH 459103 389239
CASH, BEGINNING OF YEAR 508,028 118,789
CASH, END OF YEAR $ 967,131 $ 508,028

SUPPLEMENTAL CASH FLOW DISCL.OSURES

INTEREST AND TAXES PAID § - 8§ -

NON-CASH TRANSACTIONS:

In 20006, the Company recorded a net unrealized gain on investment securities in the amount of
$259,371. The Company has compensation arrangements with the owners and certain employees and
allocation arrangements with the Funds under certain circumstances which fluctuate based on the
market value of certain investments and will be paid out when the investments are liquidated. As of
December 31, 2006, the accrued compensation liability related to this future compensation and Fund
allocation expense amounted to $249,969.

In 2006, the Company received common stock vahied at $46,500 as a form of payment for services.

During 2006, the Company converted $31,113 of accounts receivable to a note receivable in a non-
cash transacrion.

In 2005, the Company wrote down a portion of their not readily marketable securities of $69,401
resulting in a change to unrealized gain (loss) on investment securities of the same amount.

The accompanying notes are an integral part of these financial statements,
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CROFT & BENDER LLC

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Croft & Bender LLC (the “Company”) began operations in 1996 as an investment
banking firm engaged in the business of providing merger and acquisition, capital raising and
other financial advisory services. The Company also organized and manages C&B Capital I, L.P.
(“Fund 1) and C&B Capital II, L.P. (“Fund II”’), private equity investment partnerships
collectively referted to herein as the “Funds”. The Company is registered with the Securities and
Exchange Commission and the National Association of Securities Dealers as a broker-dealer.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions
that affect the reported amounts of assets and labilities and the disclosure of contingent assets
and liabilitics at the date of the financial statements, and the reported amounts of revenues and
expenses duting the reporting petiod. Actual results could differ from those estimates.

Income Taxes

The Company is a limited Liability company and, as such, its earnings and income taxes
flow through directly to the members. Differences existing in the book and tax basis of assets
and liabilities relate primarily to differences in revenue recognition policies for financial reporting
and tax purposes.

Revenue and Expense Recognition

The Company enters into engagement agreements primarily with corporate clients to
provide merger and acquisition, capital raising, and other financial advisory services. These
engagements may span one or more years. Revenue is generated through retainer and other
project fees for advisory setvices, and success fees for completed private placement financings
and metger and acquisition transactions. Financial advisory fees are considered to be earned
when the tetms of the agreement have been satisfied. Contingent fees related to successful
financing and metger and acquisition transactions are recognized when the transactions are
closed. During 2006, revenue was recognized from approximately 26 clients, and four clients
accounted for approximately 61% of revenues, excluding management fees. Approximately 14
financing and merger and acquisition engagement agreements with various clients were open at
December 31, 2006. During 2005, tevenue was recognized from approximately 16 clients, and
one client accounted for approximately 37% of revenues, excluding management fees.
Approximately 12 financing and merger and acquisition engagement agreements with various
clients were open at December 31, 2005.




CROFT & BENDER LLC

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

Through a management agreement with each fund, the Company provides management
and advisory services to the Funds and receives management fees based on (i) total capital
commitments of the limited partners of the Funds during the initial investment period (five years
from the final closing) and (ii) thereafter, on total capital contributions of the limited partners
actually used to make portfolio investments, less the amount of such capital contributions
attributable to the Fund’s disposed investments. Management fees are paid quarterly in advance
and ate recognized as they are earned by the daily performance of management functions.

Ditect expenses that are reimbursable by clients are typically recorded as a receivable when
incurted and are billed to the client periodically. Reimbursable expenses are written off when
they are deemed to be unbillable of uncollectible. This method differs from U.S. generally
accepted accounting principles, which calls for recording billable reimbursable expenses as
revenue. Management considers the effect to be immaterial.

Cash

Cash represents withdrawable deposits in banks located in Georgia. From time to time,
balances may exceed insured amounts.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are due from clients mainly for providing financial advisory setvices,
including raising capital and assisting companies with mergers and acquisitions, and are stated at
the amount the Company expects to collect and do not bear interest. The collectibility of
accounts receivable balances is regularly evaluated based on a combination of factors such as
client credit-worthiness, past transaction history with the client, current economic industry
trends, and changes in client payment terms. If it is determined that a client will be unable to
fully meet its financial obligation, such as in the case of a bankruptcy filing or other material
event impacting its business, a specific reserve for bad debt is recorded to reduce the related
receivable to the amount expected to be recovered.

Investments

Investments consist of equity secutities, primarily those issued by the Company’s clients.
Investments that are not readily marketable and for which a fair value cannot reasonably be
determined are carried at cost unless a permanent impairment of value is identified. If an active
quoted market exists for securities, those securities are carried at estimated fair value.




CROFT & BENDER L1C

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

Warrants

Warrants representing partial payment for the Company’s services are sometimes issued
to the Company by clients. During 2006, the Company recognized $434,335 in revenues and
gains as a result of exercising warrants and subsequently selling the shares received. At
December 31, 2006 and 2005, the Company was the holder of warrants which were considered
to not be readily marketable, expire on vatious dates through 2015, have an exercise price of
apptoximately $2.1 million and $2.9 million, respectively, and an estimated fair value of $249,969
and $0, respectively. The warrants, though held by and in the name of the Company, have been
allocated as accrued compensation to the ownerts, to certain employees and in some cases to
Fund I. Warrants, and the undetlying securities to be received upon exercise of the warrants, are
generally carried at no value unless an estimated fair value is determinable.

Furnishings and Equipment

Furnishings and equipment, carried at cost less accumulated depreciation, consists of
leasehold improvements, furniture and fixtures, and office equipment. Depreciation is provided
using straight-line and accelerated methods over useful lives of three to thirty-nine years.
Reclassification

Certain amounts from prior year have been reclassified for comparatve purposes.
2. INVESTMENTS

At December 31, 2006 and 2005, investments were as follows:

Not Readily Marketable Securities

Fair
Cost Value
2005 $ 99,699 $ 25,000
2006 99,699 249,969
Readily Marketable Securities
Fair
Cost Value
2005 $ 50 $ 5,348

20006 46,550 86,250




CROFT & BENDER LLC

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

3. RELATED PARTY TRANSACTIONS

The members of the Company are also the principal owners, and managing partners, of
two companies, each of which is the general pattner of one of the two Funds. Total
management fees of $611,375 and $282,068 were earned from the Funds in 2006 and 2005,
respectively. Such fees wete net of credits of $59,167 and $139,016 for 2006 and 2005,
tespectively, which wete allocated to the Funds by the Company related to transaction fees
earned by the Company on transactions with a client in which a Fund invested.

The members of the Company and other key employees may sit on the boatds of
directors of some of the clients of the Company. The Company may from time to time enter
into commertcial arrangements with clients ot vendots which have board members or employees
that are related to members of the Company.

The Company and its members guarantee a $500,000 line of credit made available to
C&B Capital I, L.P. by a commercial bank. The line of credit held by Fund I had a balance of $0
at December 31, 2006 and a maturity date of May 17, 2007.

The Company and its members guarantee a $1.5 million line of credit made available to
C&B Capital II, L.P. by a commetcial bank. The line of credit held by Fund II had a balance of
$0 at December 31, 2006 and a maturity date of April 10, 2007,

4. SIMPLIFIED EMPLOYEE PENSION PLAN

The Company has adopted a Simplified Employee Pension Plan that covers substantially
all employees. Employees contribute voluntarily to the plan through salary reductions. The
Company tay conttibute discretionary amounts as part of the employees’ incentive
compensation. The Company’s contributions to the plan was $64,607 and $38,571 in 2006 and
2005, respectively.




CROFT & BENDER1I.C

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

5. LEASES

The Company has various operating lease agreements for office space and certain office
equipment. Rental expense was $100,614 and $112,839 for 2006 and 2005, respectively. As of
December 31, 2006, the minimum future rental payments under these leases are as follows:

Year Amount

2007 $ 132,032
2008 133,818
2009 133,317
2010 19,741
Total minimum future rental payments $ 418,908

6. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the rado
of aggregate indebtedness to net capital (as these terms are defined in the Rule) shall not exceed
15 to one. Net capital and the net capital ratio fluctuate on a daily basis. At December 31, 2006,
the ratio of aggregate indebtedness to net capital was 0.44 to one, and net capital was $674,641,
which was $669,641 more than required. At December 31, 2005, the rato of aggregate
indebtedness to net capital was 0.10 to one, and net capital was $462,155, which was $457,155
more than required.
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INDEPENDENT AUDITORS’ REPORT ON SUPPLEMENTARY DATA

T'o The Membets of
Croft & Bender LLLC

Out audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The computation of net capital, reconciliation of members’ equity,
reconciliation of net capital, computation of aggregate indebtedness, and computation for
determination of reserve requitements at December 31, 2006, are presented for purposes of
additional analysis and are not a required patt of the basic financial statements, but is
supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934.
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is faitly stated in all material respects in relation to the
basic financial statements taken as a whole.

Certified Public Accountants
January 22, 2007
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CROFT & BENDER LLC

SUPPLEMENTARY DATA
December 31, 2006

COMPUTATION OF NET CAPITAL

Members' equity, December 31, 2006 $ 1,575,946
Less non-allowable assets 901,305
Net Capital $ 674,641

RECONCILIATION OF MEMBERS' EQUITY

Members' equity, Form 17A-5, Part IIA $ 1,575,946

Audited financial statement adjustments to non-allowable assets -

Members' Equity per Audited Financial Statements $ 1,575,946

RECONCILIATION OF NET CAPITAL

Net capital, Form 17A-5, Part IIA : $ 674,641

Audited financial statement adjustments -

Net Capital Per Audited Financial Statements $ 674,641

COMPUTATION OF AGGREGATE INDEBTEDNESS
AS DEFINED UNDER RULE 15¢3-1

Accounts payable and other liabilities $ 292,490

Total Aggregate Indebtedness $ 292,490

Ratio of Aggregate Indebtedness to Net Capital 0.44 0 1




CROFT & BENDER LLC

SUPPLEMENTARY DATA
December 31, 2006

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
PURSUANT TO RULE 15¢3-3 AND INFORMATION RELATING TO THE
POSSESSION OR CONTROL REQUIREMENTS UNDER RULE 15¢3-3

The provisions of the aforementioned rule ate not applicable to Croft & Bender LLC as
the Company carties no margin accounts, does not hold funds ot securities for, or owe money ot
securities to, customers. Croft & Bender LLC is therefore exempt under the provisions of Rule

15¢3-3(K)(2)()-
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INDEPENDENT AUDITOR’S REPORT ON INTERNAIL CONTROL

To The Members of
Croft & Bender LLC

In planning and petforming our audit of the financial statements and supplementary data
of Croft & Bender LLC (the “Company”), for the year ended December 31, 2006, we
considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assutance on internal control.

Also, as required by Rule 172-5(g)(1) of the Securities and Exchange Commission
(“SEC”), we have made a study of the practices and procedures followed by the Company,
including tests of such practices and procedures that we considered relevant to the objectives
stated in Rule 17a-5(g), in making the petiodic computations of aggregate indebtedness (or
aggregate debits) and net capital under Rule 17a-3(a)(11) and for determining compliance with
the exemptive provisions of Rule 15¢3-3. Because the Company does not carry sccurities
accounts for customers or perform custodial functions relating to customer securities, we did not
review the practices and procedutes followed by the Company in any of the following:

1. Making quartetly securities examinations, counts, vetifications, and comparisons.
2. Recordation of differences required by Rule 17a-13.

3. Complying with the requirements for prompt payment for securities under Federal
Reserve Regulation T of the Boatd of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and
the practices and procedures are to provide management with reasonable but not absolute
assurance that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use ot disposition, and that transactions are executed in accordance with
management’s authorization and recorded propetly to permit the preparation of financial
statements in accordance with accounting principles generally accepted in the United States.
Rule 17a-5(g) lists additional objectives of the practices and procedures listed above.
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Because of inherent limitations in internal control or the practices and procedures
referred to above, error or fraud may occur and not be detected. Also, projection of any
evaluation of them to future periods is subject to the risk that they may become inadequate
because of changes in conditions or that the effectiveness of their design and operation may
deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American Institute
of Cettified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control components does not reduce to a relatively low level
the risk that errors ot fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. However, we noted no matters
involving internal control, including control activities for safeguarding securities, that we
consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in
the second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities and Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all matetial respects indicate
a matetrial inadequacy for such purposes. Based on this understanding and on our study, we
believe that the Company’s practices and procedures were adequate at December 31, 2000, to
meet the SEC’s objectives.

This report is intended solely for the use of the Members, management, the SEC, and
other regulatory agencies that rely on Rule 17a-5(g) under the Securities and Exchange Act of

1934 in their regulation of registered brokers and dealers, and is not intended to be and should
not be used by anyone other than these specified parties.

Cettified Public Accountants

January 22, 2007




